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HAVE ANTI-COMPACT LAWS REDUCED RATES? 


How This Kind of Legislation Has Influenced the Cost of Insurance. 


One of the most interesting and 
important phases of fire underwrit- 
ing during recent years has been the 
increasing disposition of the states 
to enact laws forbidding the com- 
panies to engage in joint rate-mak- 
ing. The first anti-compact bill 
appeared in Michigan in 1883. Its 
promoters were not successful in 
securing its passage. Another un- 
successful attempt was made in 
1885, but similar bills introduced in 
Ohio and New Hampshire the same 
year were passed. Michigan fell 
into line in 1887. Kansas passed 
an anti-compact law in 1889 and 
Georgia in 1891. Since then twelve 
states have followed their example. 
Maine passed a law in:1893, but re- 
pealed it two years later. Sixteen 
states today have anti-compact laws, 
all but New Hampshire in the far 
east and Washington in the far 
west, ‘being middle western and 
southern states. About one-third 
of the entire premiums of the United 
States are written in these states. 

Anti-compact laws have been 
passed in the states showing the 


highest rate of burning upon insured 
property, and consequently the 
highest rates of insurance, — an im- 
portant fact, which explains in part 
why these laws have been passed. 
The average rate of stock fire insur- 
ance companies inthe United States 
for nineteen years from 1880 to 1898 
inclusive was $1.04 per hundred. 
None of the anti-compact states 
carried a rate lower than this aver- 
age; on the contrary, considerably 
higher. Ohio shows the nearest 
approach with a rate of $1.10. The 
next lowest was New Hampshire 
with a rate of $1.23. Rates in other 
anti-compact states range from $1.24 
to $2.34. The average rate for the 
sixteen states was $1.52. 

All states passing anti-compact 
laws carried a rate higher than the 
average for the United States. No 
states having rates lower than the 
average have succeeded in passing 
anti-compact laws, nor in but few 
cases has it been attempted. 

These facts lead toward this con- 
clusion: Either the anti-compact 
states were justified in believing 
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that the companies, by combining 
upon rates, were enabled to exact 
disproportionately higher charges 
from the property-owners of those 
states, or else the property-owners 
of those states combined to deprive 
the companies, through the legisla- 
tures, of the power to agree upon 
rates justly apportioned to the fire 
hazard. 

The average loss ratio in the 
United States from 1880 to 1898 (the 
longest period covered by Jenney’s 
‘‘ Fire Insurance by States’’) was 
55-3 per cent. The average loss 
ratio in the sixteen anti-compact 
states for the same period was 56.2. 
This shows that the charges in 
those states followed, as a whole, 
the rate of burning and were not rel- 
atively higher than in other states 
Property-owners were not justified 
in believing that the companies by 
combination were charging them 
disproportionately higher rates than 
in the lower rated states. We are 
thus confronted by the other end of 
the proposition, namely, that prop- 
erty-owners in anti-compact states, 
by attempting to enforce competit- 
ion, expected to secure for them- 
selves rates disproportionately lower 
than charged by the companies in 
states where no anti-compact laws 
existed. 


This may not have been the con- 
scious motive, but assumiug that 
anti-compact laws do enforce com- 
petition, this would be the practical 
result. And if it be true that these 
laws result in proportionately lower 
rates for property-owners in anti- 
compact states, we may admit, for 
the purposes of argument, that they 
are justified from the standpoint of 
self-interest. 

But do these states, as a matter of 
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fact, obtain better terms than states 
in which no anti-compact laws 
exist ? 

The actual results show that they 
do not. Rates in anti-compact states 
are today higher proportionately 
than in states without such laws. 
From 1893 to 1898 rates throughout 
the United States were reduced upon 
the averave seventeen per cent. In 
the states having anti-compact laws 
in force during that period the aver- 
age reduction was but eight per 
cent. In none of these anti-compact 
states have the rates improved so 
much as throughout the country at 
large. [See note. ] 

This indicates that the anti-com- 
pact states have not obtained better 
results than states having no such 
laws. On the contrary, they have 
not participated in the benefits which 
have accrued tothe latter. Instead 
of promoting the interests of prop- 
erty-owners of such states, they have 
affected them adversely. From the 
standpoint of self-interest the pas- 
sage of anti-compact laws has not 
been justified. 

Why is it that during a period 
when the course of rates as a whole 
followed an improved fire waste, 
logically and naturally, rates in 
anti-compact states did not fall in 
like measure ? : 

They did not fall because the 
companies were forbidden by law to 
combine for the purpose of agreeing 
upon rates, and could not in conse- 
quence act together in the readjust- 
ment of charges upon a lower basis. 

But it is asked further: If the com- 

NoTE. The period from 1893 to 1898 is taken 
throughout the United Staves reached a max? 
mum figure in 1893 after a period of increase. 
Since 1893 rates generally have shown an unin- 
terrupted decline. Figures for 1899 are not now 


obtainable. They will undoubtedly show a fur- 
ther general decline. 
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panies could not reduce rates by 
agreement, how could they keep 
them up by agreement, since they 
were forbidden to do so by law? 

The explanation of this is very 
simple, and is found in the universal 
law of self-preservation. Joint rate- 
making has been in vogue in the 
United States for nearly three-quar- 
ters of acentury. It has developed 
with the business and grown out of 
its needs. Itis the plan upon which 
the present generation of under- 
writers has learned to do business. 
They do not know, practically, any 
other method of conducting fire in- 
surance successfully. Whenever 
rate agreements fail chaos reigns. 
This is so well understood that stat- 
utory enactment can no more enforce 
competition than it can changenight 
intoday. Knowing that to abandon 
uniform rates is to invite disaster, 
insurance companies continue to do 
business at the established rates 
after the passage of the anti-compact 
law, without any agreement or un- 
derstanding further than the knowl- 
edge common to all that self-preser- 
vation requires the maintenance of 
rates existing prior to the enactment. 
These rates prevail, and the com- 
panies will not cut them because to 
do so is ‘to invite chaos. They can- 
not reduce them because they are 
forbidden to act in concert. 

This is the law which governs the 
operation of rates in anti-compact 
states, with occasional variations 
only for other causes. 

The only argument in favor of 
anti-compact laws is that they will 
reduce rates of insurance to prop- 
erty-owners, but since they do not 
obtain this result, there is not the 
slightest reason why they should be 
maintained upon the statute books. 
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Competition between insurance com- 
panies cannot be enforced by such 
laws, because by process of evolu- 
tion underwriters have learned that 
co-operation is the best and safest 
method of doing business. No gov- 
ernment is powerful enough to en- 
force a different plan by legal enact- 
ment. Thestates may decree self-des- 
truction, but they cannot enforce it. 


Joint rate-making in fire insurance 
is the result of natural law. Legis- 
lation designed to prevent it only 
tends to increase the cost of insur- 
ance tothe property-owners. Under 
the circumstances it certainly would 
be fitting for those who have to pay 
for insurance to enquire into this 
question very carefully, and if the 
facts which have been set forth are 
found to exist, to demand a repeal 
of anti-compact laws, or at least such 
a modification as will permit insur- 
ance companies to do business on 
principles which three-quarters of a 
century of experience have proved 
to be the best and safest. 

Upon page 105 is published a 
detailed exhibit of rates in anti-com- 
pact states as compared with the 
country at large. To those who 
have not made a study of the facts 
the results may seem startling, but 
they are, as a matter of fact, merely 
the natural and logical outcome of 
fire insurance organizations, which, 
in addition to agreeing upon rates, 
adopt scientific regulations for less- 
ening the fire hazard, which can be 
enforced only by co-operation. In 
this way structural improvements 
are secured and defects remedied 
which it is estimated cause at least 
one-third of the fire losses. The 
reduction of rate for improvement, 
and the increase for defective and 
unsafe risks, is the most powerful 
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incentive the proyerty-owner has to 
guard his property against fire, and 
consequently to reduce the risk not 
only to himself but to the commun- 
ity at large. The insured to-day 
relies almost wholly upon the under- 
writers, acting in co-operation, for 
advice as to the defects of risk and 
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methods of improvement which bring 
reduced rates. Where the law pro- 
hibits the co-operation of insurance 
companies, safeguards against fire 
are neglected, and as shown in the 
exhibit, the property-owner in the 
long run pays a higher rate than in 
states without such laws. 








COST OF INSURANCE IN ANTI-COMPACT STATES. 


Showing the Course of Fire Insurance Rates in Five Anti-Compact States, as compared with 
the United States as a Whole, During the Past Fourteen Years. 


[Specially prepared for INSURANCE Economics from state returns contained in Jenney’s “ Fire 


Insurance by States.’’} 


| United 
| States. 


| Ohio. | New 


| $ $ 

17 
18 
.16 
-14 
-09 
-06 
.07 





ss Ss |) 
. . . . . . . . . . . Fee ee 
© « 5 5 . G 


Average rate for l4years) 1. 


Percentage of reduction 
SN BE aleeccxsnawss 


1 
1 
| 1 
| 1 
|| 1 
|} 1 
1 
| 1. 
|} 1. 
| 1. 
iE 
3 
i. 
| a 
As 
iL. 


Percentage of increase 
Le 

Average rate for six 
years, 1893-1898 


1.15 


} 335) | Hampshire. 
(1885) (1885) 


22 


13.3 


| 
1.28 | 


|) Averages 
Georgia. || for all 
(1891) Anti-Com- 
|| pact States. 


Michigan. 


Kansas, | 
(1887) 


(1889) 


$ 


eee ee ee | 
. . . . . . ° . . 
© G 


fom |b fh fms fm fm mh md fed em ted ped fed 
| @e 
| | 
fom | fh fmf ph fd fmsh me fmm fmm fed med fed fed fed 
s . > » ww > b> ww 


ee ee ee ee | 
je . . . . . . . . 
| 5 a - © 


3.é 


ik 


NOTES UPON THE ABOVE EXHIBIT. 


From 1893 rates in the United 
States steadily declined, while in 
anti-compact States they continued 
to increase, and not until 1897 did 
they reach a lower percentage than 
prevailed in 1893. 

The average rate prevailing in 
the United States for the six years 
from 1893 to 1898 was $1.11, or 
eleven points lower than the rate of 
1893. The average rate in anti- 
compact States for the period named 
was $1.27, but one point lower than 
the rate of 1893. In the six years, 
rates throughout the United States 
were reduced 17.2 per cent ; in anti- 
compact States, 7.8 per cent. 

The comparisons made would be 
more striking if the figures of those 


States in which anti-compact laws 
did not exist during the period cov- 
ered, were taken in connection with 
the figures of anti-compact States. 
The record for the country at large 
necessarily includes that of the anti- 
compact States, and therefore is 
affected unfavorably. But the basis 
of comparison adopted, namely, the 
rates in the United States at large, 
with anti-compact States, is amply 
sufficient to demonstrate the general 
effect of amnti-compact laws. It 
should be borne in mind, however, 
that rates in States having no anti- 
compact laws, are, comparatively 
speaking, very much more favorable 
than is actually shown upon the 
face of the exhibit. 





MASSACHUSETTS PROPOSED CHANGE IN RESERVE. 


Is the Revision in the Basis of Interest, Mortality and Cash Value Justified ? 


By CHARLTON 


The bill introduced January 30 
in the Senate of Massachusetts, en- 
titled ‘‘An Act relative to Life In- 
surance,’ is a revolutionary meas- 
ure. It is understood to have the 
approval and support of all life in- 
surance companies of the Common- 
wealth, and to embody the results 
of long conferences on the part of 
both scientific and practical minds 
engaged in the business. It is evi- 
dently a collection of compromises 
between conflicting views; and no 
one can understand its true charac- 
ter, without a knowledge of the his- 
tory of previous legislation on the 
subject. 

Were it proposed, together with 
existing laws which it does not seek 
to change, asa wholly new measure, 
presenting a system of State con- 
trol and regulation, it would excite 
only ridicule and amazement. Yet 
if it should become a law, the re- 
sulting statutes, as a whole, will 
stand before the world as the last 
and highest wisdom of Massachu- 
setts in the supervision of this great 
financial and social institution. It 
is therefore not only fair, but perti- 
nent and desirable, to consider as a 
whole the entire body of life insur- 
ance law, which will be in force if 
this bill be passed. Such an in- 
quiry, too far reaching for this arti- 
cle, may be commended to the pru- 
dent legislators and especially to 
the intelligent insurance commis- 
sioner of Massachusetts. 


T. LEWIs. 


CHARACTER OF EXISTING LAWS. 
Suffice it here to remark that the 
present laws of the State on this sub- 
ject, while they are notoriously the 
embodiment of an extreme and fan- 
tastic theory, which has only a 
pseudo-scientific character, 
they have been enacted and con- 
tinued in force under the influence 
of.a narrow and technical school 
of thought, which has imposed 
them upon legislators wholly ignor- 
ant of their real significance, and 
while they are an intolerable bur- 
den upon the institution of life in- 
surance, dragging the Massachu- 
setts companies far to the rear of 
their fellows in other States, are 
yet a complete and consistent sys- 
tem of supervision, and thus capa- 
ble of asemblance of logical defense. 
But as transformed by the pending 
bill, this system will become a tan- 
gle of contradictions, many of its 
provisions being each an exposure 
of the absurdity of others. 
Doubtless minds which do no 
homage to the net-valuation theory, 
and wonder at its worshippers, may 
find comfort in the enactment of a 
law which must work havoc with 
the superstition. Any reader whose 
means of information on the sub- 
ject consist of the Massachusetts 
statute book, as it has stood for a 
generation, would firmly believe 
that the so-called Actuaries’ table 
expresses in perfection the final and 
lasting law of human mortality for 


while 
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all nations, that the standard and 
permanent rate of interest for sound 
investments is four per cent, and 
that the actual value of every life 
insurance policy, as a business con- 
tract, is the present worth of its 
principal sum less the present worth 
of an annuity equal to the net an- 
nual premium for that sum at the 
age of issue, all computed upon 
these fixed assumptions. Upon 
these data, accepted as laws of na- 
ture, the whole system is con- 
structed; and inferences deduced 
from them are remorselessly made 
conditions of the business. Given 
these fundamental truths, and a 
company must hold the technical 
reserve on every policy, on pain of 
bankruptcy: it must hold no more, 
unless it be a trifling margin to secure 
it against temporary fluctuations in 
market values. This reserve, being 
the property of the insured, must be 
paid over to him, if he defaults in 
his contract; and every policy- 
holder must pay a tax to the State 
of one-sixteenth of the entire 
interest upon the value of his 
contract. 


TWO STANDARDS OF VALUATION. 


But under the proposed law, these 
fundamental truths are singularly 
modified and confused. All exist- 
ing business, indeed, remains under 
their sway. Even policies issued in 
1900 are worth only what the old 
method of valuation determines; the 
money invested in them will still 
yield 4 per cent, as long as it re- 
mains in hand. But future policies, 
from the date of issue, are more 
valuable. The money invested in 
them, though held by the same 
trustees, and loaned in the same 
market, will bring only 3 per cent, 
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and the Commonwealth will tax 
them one-twelfth of the product. 
Even the law of mutuality under- 
goes a curious change, and all fu- 
ture lives are expected to end ac- 
cording to a table drawn from other 
experience on very different princi- 
ples. The myth of ‘insurance 
value’’ as a basis of surrender 
charge, the supreme refinement of 
the old net-valuationcreed, is wholly 
abandoned, and the charges are 
hereafter to be fixed upon practical 
business principles, by a percent- 
age of the prospective loss to the 
company by lapse, and not by a 
percentage of a ‘‘function’’ intel- 
ligible only to an expert. 

With two tables of mortality and 
two widely different rates of inter- 
est, allenacted by the same supreme 
authority, and made imperatively 
binding upon the several arbitrary 
divisions of the same business, con- 
ducted by the same managers, and 
with two divergent methods of set- 
tling contracts in default, the tech- 
nical and absurd one for old poli- 
cies, and the common sense, prac- 
tical one for new, it will be impossible 
to preserve that reverential awe for 
the system as fixed and true, which 
it has hitherto claimed from the lay 
mind. Its weakness will be dis- 
closed more and more, and its foun- 
dations will crumble. If the pro- 
posed law should promise only this 
result, it might be welcomed as 
opening the way for the speedy abo- 
lition of the whole iron-clad fabric 
of ‘‘supervision’’ founded on net- 
valuations, and for a_ scientific 
adaptation of the laws to the social 
needs and services of the institution 
of life insurance. But such a pros- 
pect is at best remote, and the im- 
portant changes directly proposed 
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by the bill demand notice on their 
own merits. 


MERITS OF THE CHANGES. 


The change in the method of com- 
muting lapsed and surrendered poli- 
cies is doubtless in the right direc- 
tion. The surrender charge allowed 
at present is in practice, grossly in- 
adequate, and promotes an injurious 
and unfair selection against the 
companies in lapses. The pro- 
posed charge is still small and the 
postponement of the right to claim 
a cash surrender value, until at 
least a year after the commutation 
for a paid up policy, ought to meet 
no objection. While no legislation 
on the subject has ever been devised 
which can effect any good end with- 
out doing more harm, this modifi- 
cation of the present law would 
give the substantial 
relief. 


companies 


The substitution of the American 
table of mortality for the Actuaries’ 
table will surely be welcomed by all 
competent authorities. The latter 
table owes all its vogue to the fact 
that Massachusetts adopted it nearly 
half a century ago, and its authority 
has always been legislative, not sci- 
entific. Repudiated long ago by the 
mass of actuaries in Great Britain, 
where it was constructed, and long 
since officially superseded as the 
work of the institute of actuaries, it 
has been found everywhere in this 
country to represent the actual ex- 
perience of the companies less nearly 
than the American table. There is 
hardly a company in the world 
which relies on it for computing its 
own premiums, and its preservation 
as a legal standard is but the sur- 
vival of an antiquated custom 
through lazy conservatism. 
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LOWER INTEREST ASSUMPTION 
UNNECESSARY. 

But the reduction of the rate of 
interest to be assumed in valuations, 
from four per cent to three, is the 
most startling measure in the bill. 
There has been no period of years, 
since modern industrial society be- 
gan to assume its present organiza- 
tion, during which capital, in Mas- 
sachusetts, like every other State of 
the Union, could not command on 
the average a higher rate than four 
per cent. The rate of interest, in- 


‘deed, upon unquestioned security is 


always fluctuating, but with a tend- 
ency to coincide with the average 
rate of productiveness of active capi- 
tal. There is no sufficient reason 
for believing that this rate of pro- 
ductiveness has undergone any sub- 
stantial or general change within 
the last century. But under influ- 
ences, more or less temporary and 
local, the prevailing rate of interest 
has risen and fallen, so that, to a 
limited observation, the movement 
has at times seemed progressive 
and permanent towards a higher or 
lower level than has hitherto been 
known. After the great increase in 
the production of gold half a cen- 
tury ago, the expansion of trade 
and speculation intensified the de- 
mand for capital, until, about 1873, 
interest generally higher 
throughout Christendom than for 
generations before; too high to be 
justified by production. In the re- 
vulsion which followed, the rate on 
the whole continued to decline un- 
til, about two years since, it had 
fallen so far below the general rate 
of productiveness that the mass of 
available capital itself became an 
irresistible stimulus to enterprise, 
and the demand for it began to 


was 
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grow rapidly. It seems quite cer- 
tain that we have passed the ex- 
treme depression in rates, and that 
the tendency is on the whole towards 
higher interest throughout the 
world. But the four per cent basis 
did not prove inadequate even dur- 
ing this period of the greatest accu- 
mulation of floating capital ever 
known. Now that active enterprise 
and new undertakings are drawing 
on that accumulation and diminish- 
ing it, the yield of invested capital 
at increasing rates seems assured 
for an indefinite time to come. 

The tendency to reduce the rate 
assumed in computing premiums 
and reserves is then the effect of a 
condition which has passed away. 
The long, gradual decline of inter- 
est rates from: 1873 to 1897, im- 
pressed many conservative minds 
with apprehension lest there be no 
stop to the decline; and some 
writers, whose grasp of economic 
history is narrow, have concluded 
that a progressive diminution in the 
yield of active capital is a law of 
increasing wealth and social prog- 
ress. But a broader view of past 
experience shows us that the nor- 
mal rate of interest fluctuates in 
long tides about the average prod- 
uctiveness of capital, as periods of 
commercial enterprise alternate with 
periods of depression and _ hesita- 
tion; that the average yield of pro- 
ductive capital remains approxi- 
mately the same, and that as long 
as invention, discovery and enter- 
prise continue to open new fields for 
its employment, it is not likely to 
fall; and that, under the present 
conditions of our industrial civili- 
zation, the use of capital cannot 
easily, for any long period, be worth 
so little as four per cent a year. 
The evidences often adduced against 
this conclusion, from the price of 
government loans and other excep- 
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tional investments, are of no weight 
against the unquestionable fact that, 
even during the recent years of ex- 
treme depression in interest, the 
average rate upon all capital em- 
ployed by borrowers in every civi- 
lized nation, was decidedly in ex- 
cess of four per cent, and that this 
rate is now advancing. 
THREE PER CENT TOO LOW. 

The enlightened insurance de- 
partment of Massachusetts is famil- 
iar with these controlling facts and 
principles, and has officially and 
earnestly protested against the 
change in the rate of interest as- 
sumed under present law as need- 
less. The same belief is rapidly 
gaining ground among economists 
and financiers. But if ultra con- 
servatism and even timidity be jus- 
tified, in those responsible for the 
fulfillment of contracts which have 
many years to run, what reasonable 
support can be found for a change so 
radical asthat now proposed? At no 
time in modern history has the nor- 
mal average rate of interest on in- 
vestments, apart from the insurance 
premium for risk, varied so widely 
within a whole generation of men 
as one-fourth of its entire amount. 
As nearly as can be ascertained, that 
average for Christendom has not in 
a century risen for five years to- 
gether above six per cent, nor fallen 
for any year below four per cent. 
There is reason to believe that the 
normal limits of its fluctuations are 
fairly and permanently represented 
by these figures. A reduction of 
the rate to be assumed to three and 
one-half per cent would be in a high 
degree conservative, and should be 
sufficient to quiet the apprehensions 
of the most timid. Itis not rash to 
assert that the proposition to lower. 
the rate to three per cent will, within 
five years, appear to every one, 
precipitate and extravagant. 
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LIFE INSURANCE. 


Equally important with the changes 
which, with the opening of 1900, have been 


The New York Life’sNew  “Mected in the 


; forms of com- 
Method of Accounting. ain. 


agents, is the step taken by the New York 
Life Insurance Company in declaring its 
funds accumulated under deferred dividend 
policies. Itis the first of the great com- 
panies transacting this form of insurance, 
to present a public statement in which these 
accumulations are definitely set forth and 
pledged as declared funds which will be 
payable to the holders of accumulation con- 
tracts at their maturity. 

The accumulation of the profits earned 
under deferred dividend policies as surplus 
funds pure and simple, — without separation 
from the other funds of the company, and 
subject always to the manipulation of the 
management, — has for years been the sub- 
ject of comment and criticism in life insur- 
ance circles. Especially of late has the 
wisdom of concealing from the policy- 
holders the exact nature of these funds 
been seriously questioned. The practice of 
designating all funds beyond legal liabili- 
ties as surplus, without separating what is 
understood in life insurance as actual sur- 
plus from the funds accumulated as profits 
under deferred dividend policies, probably 
arose largely from a desire to place at the 
highest possible figure the general surplus 
shown by the companies in their public 
statements. Possibly, also, the practice of 
the companies was influenced by a desire 
not to enlighten the policy-holders as to 
the exact amount of these funds. Once de- 
clared it would be difficult to deplete them 
in any emergency which might arise with- 
out attracting unfavorable criticism. 

¥ 

But while this policy of concealment may 

have proved beneficial to the companies in 


Disadvantage of Large Some respects, it 


Surplus Funds. has been shown to 
contain very prac- 


tical disadvantages. The possession of a 
large undeclared surplus has made it possi- 


ble for the companies to enter into expen- 
ditures which probably would not have 
occurred had there been a separation be- 
tween the special and general surplus funds. 
The presentation in the published reports 
of a large general surplus has also created 
much misapprehension on the part of 
policy-holders, as well as the public at 
large. The holders of both annual divi- 
dend and deferred dividend policies have 
gained a false idea as to the extent of their 
profits and their actual interest in the sur- 
plus. The public likewise, and particularly 
the legislators, have conceived erroneous 
and often harmful opinions concerning life 
insurance because of the accumulation of 
immense undivided surplus funds, held 
seemingly for no other purpose than to un- 
necessarily enrich the company. To the 
minds of many thoughtful students of life 
insurance the disadvantages attendant upon 
a concealment of the exact amount of the 
earnings on deferred dividend policies has 
far outweighed the advantages. 
5 

The question of separating the deferred 

dividends from general surplus was brought 


How Separation Was Vite prominently 
to public attention 


Brought About. by the require- 


ments imposed on American companies by 
the government of Prussia. No American 
state now requires the separation of these 
funds, although in the blanks sent out by 
the California insurance department for 
1900, inquiry is made as to whether or not 
they are charged as a liability. Such a 
separation was made for a time by some of 
the companies in their reports to the Mass- 
achusetts department. But this practice 
was given up in 1893. Among the Prussian 
stipulations was one providing for a classi- 
fication of funds held for deferred dividends 
under accumulation policies. The New 
York Life at that time complied fully with 
these stipulations, although it was not, as 
a result, successful in preventing its ex- 
clusion from Prussia, together with other 
American life insurance companies The 
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management of the New York Life was, 
however, convinced at that time that the 
Prussian regulations concerning these funds 
were based upon good grounds, and it soon 
after determined to inaugurate the policy 
of setting forth these funds separately in its 
public statements made in the United 
States: 

The first step in this direction was mace 
December 31, 1897,, when some $15,500,000 
was included in its statement under the 
designation of ‘‘Surplus Reserve Funds.’’ 
This, however, did not represent the en- 
tire accumulated funds credited to deferred 
dividend policies. A year later the sum of 
$26,500,000 was credited to ‘‘Surplus Re- 
serve Funds.’’ This represented practically 
all of the funds set aside under accumula- 
tion policies, although the term used to 
designate the fund did not fully convey this 
idea. 

¥ 

During 1899 the special commission ap- 
pointed by the Prussian government, as the 
Method of Mak- result of a more friendly 
: feeling toward Ameri- 
ing Statements. : 

can companies, made an 
examination of the company for the pur- 
pose of determining its fitness for read- 
mission to Prussia. As the company was 
already in a position to declare as a lia- 
bility its accumulations under deferred 
dividend policies, as required by Prus- 
sia, and had determined to meet all of the 
other rigid requirements imposed by the 
government of that country as a prerequi- 
site to readmission — its statement made to 
the United States insurance departments 
December 31, 1899, followed the line of that 
made for the Prussian authorities. In 
those statements the sum of $28,862,362 was 
designated as ‘‘ accumulated surplus funds, 
voluntarily reserved and‘set aside by the 
company to provide dividends payable to 
policy-holders during 1900 and in subse- 
quent years.”’ 

In addition to this innovation the com- 
pany adopted the plan of reporting its en- 
tire assets as liabilities, although its funds 
in excess of legal obligations equalled some 
$41,500,000. The exact status of the ac- 
count is shown by the following exhibit: 


LIABILITIES. 


Policy Reserve (per certificate of New 
York Insurance Department) . $192,024,281 
All other Liabilities: Policy-Claims, 
Annuities, Endowments, &c., await- 


ing presentment for payment . 2,990,583 


Additional Policy Reserve voluntarily 
set aside by the Company . 

Accumulated Surplus Funds, volun- 
tarily reserved and set aside by the 
Company, to provide Dividends pay- 
able to policy- holders during 1900, 
and in subsequent years— 

First—(Payable to Policy-holders in 


3»507,699 


1900): 

To holders of Accumulation 
Policies, the periods of 
which mature in 1900 

To holders of Annual 
dend Policies 

To holders of 5-Y ear Dividend 
Policies . ee 6 


. - $2,178,107 
Div i- 
594,194 


125,384 


Total in 1900 - $2,897,685 


Second—Payable to "policy- 
holders subsequent to 1goo0, 
as the periods mature): 

To holders of 20-Year renee 
Policies. . 

To holders of 15- Year Period 
Policies. . 

To holders of 10-¥ ear Period 
Policies 

To holders of s- ‘Year Dividend 
Policies. 


Aggregate . 28,862,362 


Other Funds for all other " contingen- 


cies 9,065,423 


Total Liabilities c - $236,450,348 

The sum of $3,507,000 designated as 
‘‘ Additional Policy Reserve ’’ includes the 
amount necessary to provide reserve in 
excess of four per cent on new policies 
issued by the company on a higher basis. 
The sum of $9,065,000 designated as ‘‘ Other 
Funds for All Other Contingencies ”’ is the 
company’s actual working surplus, de- 
signed to protect the company against all 
fluctuations which may occur in its vari- 
ous accounts. It represents about four per 
cent of the total assets, and is intended as 
a contingent fund entirely, and not in any 
sense as a surplus from which future divi- 
dends may be paid; the funds for these 
having already been set aside upon all 
classes of policies from past profits, and 
designated as a liability, not to be dis- 
turbed until paid to the policy-holder, as 
called for by his contract. It is apparent 
from the company’s valuation of assets that 
the contingent fund might at any time be 
enlarged by several million dollars, simply 
by reporting investments at their true 
value. It should be stated that the ratio of 
total funds to legal liabilities is 121, — that 
is to say, it holds $21 in excess of every 
$100 of legal liabilities. 

> 

The original method of accounting 
adopted by the New York Life raises a 
question, by no means 
new, namely: Is 
there such a thing as 
urplus in a mutual life insurance com 


Surplus in a Mu- 
tual Company. 
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pany? It has been argued that there is 
not; that all the funds of such a company 
are the property of the policy-holders, and 
quite as much a liability to them as the 
sum set aside to cover the legal reserves. 
This contention is well supported by the 
facts. 

In a stock company, if the premiums re- 
served are sufficient to pay current death 
claims and expenses and provide for the 
legal reserves, the excess would become 
‘‘surplus,’’ and pass under the control of 
the management. In a mutual company, 
however, this excess would become virtu- 
ally a credit back of the policy quite as 
much as the reserve. It would be perfectly 
proper, and quite desirable, for the com- 
pany to set aside from this excess from time 
to time such amounts as will increase the 
value of its contracts upon maturity, retain 
ing as general or contingent funds such 
a sum only as is necessary to protect it 
against undue fluctuations in the profit and 
loss account. In the case of policies guar- 
anteed upon a four per cent basis, these 
guarantees might be increased to a three 
and one-half per cent basis, and subse- 
quently to a three per cent or a two and 
one-half per cent, and so on, and the maxi- 
mum additions thus apportioned would 
constitute for all practical purposes a lia- 
bility as real as that of the original legal 
reserve. Any impairment of the funds so 
set aside could only occur in a badly man- 
aged company, and in such a contingency 
an impairment of the legal reserve would 
also be liable to occur. 

The system outlined is evidently the 
one adopted by the New York Life in de- 
termining its liabilities to policy-holders 
in excess of the legal reserves. The con- 
tingent resources of the company, its pros- 
perity and cumulative powers, together 
with a responsible management, warrant 
the conclusion that the funds placed to the 
credit of the holders of accumulation pol- 
icies will not be taken down, but, on the 
contrary, will be increased from year to 
year. 


¥ 


The New York Life’s system of publish- 
ing its accounts will commend itself to the 
impartial critic, as 


A Reform Which 


Should be Copied. Perhaps the most 
complete and perfect 


yet presented, because it enables the policy- 


holder to judge most accurately of the com- 
pany’s progress and financial standing. 
The separation of the deferred dividend 
fund and its pledge as a liability, is an ad- 
vanced reform which cannot be toostrongly 
commended and urged upon the attention 
of other companies which have not yet 
conformed to the plan. It is true that in 
competition much stress has been laid upon 
the exhibition of large. surplus funds, and 
that this feature has been urged as a source 
of additional strength; but until these 
funds are properly separated and frankly 
shown in their true relatiorf to the com- 
pany’s resources, a necessary reform will 
be neglected, and the companies resisting 
the change will suffer in consequence. The 
technical aspects of the case are hardly 
worth considering ; that is to say it is not 
essential to determine whether the accu- 
mulated surplus on deferred dividend 
policies is actually a liability or not. A 
rational view of the question warrants the 
conclusion that for practical purposes they 
may be so declared, and that there is a dis- 
tinct advantage in so doing. The larger 
interests of the company in its relations to 
its policy-holders and to the public will 
be advanced by a frank and undisguised 
presentation of the funds which it has pri- 
vately determined to belong to the holders 
of accumulation policies. The competitive 
advantage ofa large surplus exhibit is more 
than neutralized by the criticism to which 
a company concealing its deferred divi- 
dend funds is constantly subjected. It has 
seemed to those interested in the highest 
welfare of life insurance that it was needful 
for some company, whose interests would 
be widely effected, to take the step toward 
reform. The New York Life has with sig- 
nal courage blazed the way. The hope is 
expressed that this company will not long 
claim the exclusive advantage in public 
esteem, which it has thus acquired. 


e 
One of the surprises of the past month 
has been the decision of the Massachusetts 


life i 
To Amend Reserve and OTS UERBCE 


Ca, Veins Laws companies to pre- 
; pare and present 


a bill to the State legislature providing 
for radical changes in the reserve and cash 
value laws. The proposed changes com- 
prise the substitution of the American 
three per cent basis of valuation for the 
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Actuaries’ four per cent on new business, 
and a modification of the surrender charges 
such as will make it possible for Massa- 
chusetts corporations to compete with other 
state companies in the issuance of endow- 
ment policies. 

An agreement at this time between the 
Massachusetts companies upon these im- 
portant matters is quite unexpected, and 
has been brought about within the past 
few weeks by compromise. A majority of 
Massachusetts companies have opposed an 
increase in the reserve requirements by 
assuming a three per cent rate of interest, 
first, because they did not consider that cur- 
rent tendencies in interest rates necessitated 
this change, and second, because the read- 
justment of rates upon the basis of the 
Actuaries’ table of mortality would result 
in a scale of increased charges which would 
render competition with other state com- 
panies difficult. These companies desired, 
however, the substitution of the Ameri- 
can table for the Actuaries’, and also a 
change in the cash surrender and non-for- 
feiture law. A minority of the com- 
panies were anxious to adopt the three per 
cent reserve, but were not prepared to 
favor a change in the table of mortality 
or in the surrenderchanges. Recent events, 
however, led to a compromise agreement, 
by which it is hoped to secure the adoption 
of the changes desired by the several com- 
panies. It is probable that the question of 
changing to a three per cent reserve would, 
in any event, have become an issue before 
the legislature of this or some other state 
within the next few years, a fact which un- 
doubtedly had much to do in determining 
the State companies to ask for legislation, 
which might, later on, be forced upon them 
in a very undesirable form. 


¥ 

The new law provides tlrat business writ- 
ten prior to January I, 1901, shall be valued 
F upon the Actuaries’ table of 

eatures of aE 
the Bill. mortality with interest at four 
per cent. After that date 
new business shall be valued upon the 
American three. per cent. This applies to 
state and other state companies, including 
the recently transformed assessment com- 
panies. The provision of the present law, 
providing for the valuation of assets com- 
prising the legal reserve at such a figure 
that the annual interest income shall not be 


less than the established rate of interest 
assumed, is eliminated in the new measure, 
on the ground that it is unnecessary. 

The non-forfeiture and cash surrender 
provisions of the existing laws are amended 
in two important particulars. Instead of 
two years it is proposed to have the non- 
forfeiture clause apply after three annual 
premiums have heen paid, following the 
provisions of the New York law, and the 
practice of most outside companies. The 
present surrender charge allowed the com- 
pany in the case of a retiring member is 
eight per cent of the insurance value, 
‘‘which insurance value is the present 
value of all the normal future yearly costs 
of insurance, which by its terms said policy 
is expected to pay in case of its continu- 
ance.’’ The new bill allows five per cent 
of the “‘present value of the future net 
premiums,” a radically different basis of 
computation. 

The present law directs that in case of 
default the insured shall have either the 
net cash value of the policy or paid up 
insurance. The new bill stipulates that the 
company may contract with its policy- 
holders to furnish them other forms of 
insurance of equal value. The present pro- 
vision making the surrender value of 
industrial policies having weekly premiums 
of less than fifty cents, payable in cash 
only, is amended to provide that the legal 
claim for such cash value shall not extend 
beyond two years. 

Another important feature of the new 
measure is the elimination of that section 
of the law providing for the distribution of 
surplus at least once in every five years, 
and limiting the accumulation of surplus 
funds to ten per cent of the legal reserve. 
In place thereof it is stipulated that the 
directors of the company may from time to 
time make ‘‘distributions of surplus not 
inconsistent with the terms of the policies,’’ 
upon the contribution plan. 


¥ 
The application for a reduction in the 
rate of interest assumption is contrary to 


The Change in the past convictions 


. of the majority of the 
tion. 
Interest Assump - Massachusetts com- 


panies. They are governed in this action by 
what they deem to be questions of higher 
expediency. There exists a wide differ- 
ence of opinion as to the necessity for going 
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to a three per cent reserve, although many 
companies have already done so upon new 
business, and correspondingly increased 
their charges to policy-holders. The in- 
terest question in life insurance has already 
been extensively discussed in this maga- 
zine and the various sides of the contro- 
versy presented. In the past twenty-five 
years rates of interest earned by first class 
life insurance companies have declined 
about two per cent. Today the rate earned 
is about 4.85 on the average. During the 
past two years rates of interest have stiff- 
ened and continue to rise under the healthy 
stimulous of commercial prosperity. It 
seems likely that for some years interest 
earnings on good securities will average 
five per cent. It is claimed by careful 
students of this question that for a gener- 
ation at least, rates of interest will be fully 
sufficient to justify a four per cent reserve. 
The surplus funds in life insurance affect 
the matter of interest earnings, and tend 
to neutralize the decline in rates. The 
interest earnings of the twenty-eight 
leading life insurance companies in 1898 
were $63,174,309, of which $44,974,324 was 
required to maintain the reserve, leaving 
surplus interest earnings above all require- 
ments of $18,199,982. 

We must admit that our observation of 
the interest question has not yet brought 
the conviction that the three per cent 
reserve, with its necessary increase in cur- 
rent charges, is at present demanded upon 
economic grounds. 


¥ 


It is urged, however, that with the con- 
current adoption of the three per cent 
The Table of tS*t¥e and the American 
Sectai-ey table of mortality, there 

: need be very little, if any, 
change in the existing uniform rates of 
Massachusetts companies adopted in 1896. 
The Actuaries’ table of mortality is, we 
believe, discredited by all American actu- 
aries as antiquated and wholly inappli- 
cable to the actual experience upon Amer- 
ican lives. It is an English production 
and is understood to have been largely 
superseded in that country even, by a more 
modern table. The only standing it hasin 
this country is through its acceptance as 
a State standard by Massachusetts in 1861, 
because it was then considered the best 
table obtainable. For practical purposes, 


however, the individual companies have 
adjusted their rates upon the American 
table, compiled originally by the Mutual 
Life from experience upon the insured lives 
of a number of American companies, and is 
today believed to represent the actual facts 
more accurately than the Actuaries’ table. 

It is stated that the rates calculated 
upon the American three per cent, with 
some readjustment in the loading for ex- 
pense, will about equal the present Actu- 
aries’ four per cent rates, whereas rates 
based upon an Actuaries’ three percent table 
would result in charges for Massachusetts 
companies so much higher than other com- 
panies as to practically prohibit compe- 
tition. 

In his annual reports for 1898 and 1899 
Insurance Commissioner Cutting, of Mas- 
sachusetts, opposed a change to a three per 
cent reserve, on the ground that existing 
and anticipated rates of interest did not 
warrant the increase in the current charges. 
In view of the fact that average gross rates 
may not be increased under the proposed 
measure, the commissioner may conclude 
to withdraw his opposition to the lower 
interest assumption. Under the new law 
there would be a decrease in dividends to 
policy-holders and a consequent increase in 
the net current cost. ° 

Since the introduction of the bill, the 
Massachusetts companies, after conference 
with New York companies, have decided 
to make the interest rate three and one-half 
instead of three per cent. 

¥ 

The basis of surrender charge in the pres- 

ent Massachusetts law, eight per cent of the 


: insurance value, has 
The Change in 


liscouraged the issu- 
Surrender Charge, ‘ 
8 ance of endowment 


policies. The surrender charge on endow- 
ment policies has been much less, relative- 
ly, than upon whole life policies ; so small 
in fact as to render the issuance of these 
contracts by Massachusetts companies 
almost impossible. The number of these 
policies now issued is comparatively slight. 
Upon December 31, 1898, the Massachusetts 
companies reported over sixty per cent of 
their outstanding policies as endowments, 
whereas less than twenty per cent of the 
new policies written in 1898 were of this 
character, showing a tremendous falling 
off. Under existing conditions Massachu- 
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setts companies do not write endowment 
policies if they can avoid it, and, as a result, 
have suffered in competition with other 
companies. The agent is handicapped and 
much of his work rendered abortive. It 
seems reasonable that a law which makes it 
a hardship for Massachusetts companies to 
issue endowment policies is defective, and 
should be changed. The proposed basis of 
surrender charge, five per cent of the pres- 
ent value of future net premiums, will 
materially increase the surrender charge 
upon endowment policies, but at the same 
time will also reduce very much the charge 
on whole life policies. It is understood 
that five per cent as a basis of surrender is 
agreed upon, because it about covers the 
necessary fixed charges in the conduct of a 
progressive life insurance company. An 
examination of actual results in a large 
number of companies covering a period of 
years, shows that the fixed charges, such as 
office rents, salaries, etc., approximate 
about five per cent of the present value of 
future net premiums. 


* 


Last month was recorded the fact thatthe 
serenity of life insurance circles had been 
Apparent Bol of pooner A the abro- 
An Agency War. gation of the agency 

agreement between the 
New York and Equitable Life. The cir- 
cumstances attending the contest which 
followed were related. Since then peace 
has been declared by the New York Life, 
which, under date of January 15, issued the 
following instructions to its agency force: 

‘*You are not, under any circumstances, 
to approach directly or indirectly, an agent 
of any other life insurance company with a 
view to his entering our service. If an 
agent now in the employ of any other com- 
pany, or one who has been in the employ 
of another company within a period of 
three months, approaches you, you must 
say to him that you are not at liberty to 
negotiate with him unless he brings you a 
proper release from his last employer or 
evidence that he is at liberty to negotiate 
with another company; that his accounts 
are square, and that his business has been 
of a good character. Complete evidence 
on these points must accompany any con- 
tract you may arrange, to this office, or it 
will not be executed. We have no recip- 
rocal arrangements with other life insur- 


ance companies on this subject, nor are we 
going to ask for them. We have decided 
to establish the new rule because we believe 
it for the best interests of the policy-holders 
of this Company and the ageticy force.”’ 

The officers of the Equitable considered 
this a capitulation on the part of their 
competitors and on January 19 instructed 
agents that the New York Life had issued 
a circular ‘‘declaring itself opposed to the 
very course they had inaugurated against 
our protest, and which had resulted in such 
loss to themselves, and such dissatisfaction 
in their own ranks.”’ 

Continuing they say: ‘‘The lesson was 
asevere one, but the step, tardily taken, is 
a wholesome and proper one. It is never 
too late to mend. Thus apparently closes 
an episode most disagreeable in itself, most 
repugnant to our sense of right and pro- 
priety, and most contrary to our known 
desires, and which has served to develop 
and exhibit a degree of splendid loyalty on 
the part of our agency force which fills us 
with admiration and respect for them, and 
which will not be forgotten.’’ 


¥ 


In connection with the position taken by 
the New York Life, as outlined above, 
President McCall's President John A. 
Sétesiont. McCall issued the fol- 

lowing public state- 
ment: ‘Hereafter the New York Life 
will refrain from making compacts with 
other companies. They are too readily 
made and too easily broken. They involve 
the good faith of thousands of agents 
widely scattered. The disputations and 
arguments of the respective parties make 
reparation for offences a tardy act 
and also render it valueless when made, 
because of the delay. A recent incident in 
connection with the so-called purchase of 
one of our New York agencies has brought 
letters and applications by the hundreds 
from agents of other companies seeking to 
enter our service. As a general reply to 
their requests our agency department is 
today sending a letter to all our managers 
advising them that we do not wish con- 
tracts made with representatives of other 
companies unless they bring a release from 
such companies, showing that they are at 
liberty to negotiate with us; that they are 
not indebted to their respective companies, 
and that their business has been conducted 
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in an honorable manner. As a matter of 
fact, we prefer men who are new to the 
business to those who are changing about at 
the close of every year, no matter how great 
an experience they have had. We believe 
that this plan will do away with much that 
is discreditable inthe business. Weask for 
no favors in connection with our action. If 
we have any agents not satisfied with either 
their remuneration or the company, there 
will be no stumbling blocks placed in the 
way of their departure, and there will be no 
competitive bidding for the retention of 
their services. We know what the business 
is worth to place on our books, and we do 
not propose to pay more than our price for 
m.” 
¥ 


The declaration made by President Mc- 
Call has excited considerable comment and 
The Anti-Rebate discussion. Heevidently 
Cc did not make his mean 

om pact. . 

ing clear, for 
some his statement is considered to mean 
merely that he will not enter into agree- 
ments with individual companies, but 
others hold that itapplies tothe anti-rebate 
compact and that the New York Life has 
decided not to co-operate with other com- 
panies in the future upon this question. 
Mr. McCall declines to discuss his declara- 
tion any further, or to say whether or not 
it applies to the anti-rebate compact. It is 
therefore possible he prefers to leave it in 
this indefinite state, and that so far as the 
anti-rebate compact is concerned the com- 
pany will be governed entirely by subse- 
quent eveats. It is probable that the New 
York Life will not care to enter into an 
agreement which undertakes to regulate 
commissions and bonuses or forms of com- 
pensation inany respect. It will, however, 
probably join in any agreement which pro- 
vides for the discharge of agents found 
guilty of rebating, or which establishes a 
bureau for the prosecution of rebaters under 
the anti-rebate laws. Other important 
companies, however, are not satisfied that 
this mothod of attacking the rebate ques- 
tion is very effective, and believe that the 
matter is too closely related to the com- 
mission question to permit of its being 
handled in any way except by some action 
upon compensation. 

No move has yet been taken by the 
special committee toward the formulation 
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of a newcompact. There are indications 
that some of the companies have become 
hopeless, if not indifferent over a new 
compact. The situation is governed largely 
by the existing relations between the giant 
companies. The small companies do not 
care to take sides in the contest, and feel 
that there is little chance of producing har- 
mony at the present time. Pending the 
organization of a new compact, the Union 
Mutual Life is exacting stringent pledges 
from its managers and sub-agents, in which 
they agree not to pay, offer or allow a re- 
bate in any form, and also agree that the 
violation of this pledge shall constitute 
sufficient grounds for dismissal from the 
service of the company. The position of 
the Union Mutual is that compact or no 
compact, it believes rebating to be wrong 
in principle, and does not, furthermore, 
care to have its agents act in violation of 
State laws. In January, 1895, thiscompany 
adopted a new form of contract, reducing 
first year’s commissions and increasing 
renewals. To- day the majority of its 
agents are working under this contract. It 
is understood that both the company and 
its agents have found the plan practicable 
and profitable. 
» 

The renaissance movement in life under- 
writers associations, begun by President 
Cochran of the 
national associa- 
tion, continues 
under President Johnson. Since the open- 
ing of the season at Boston in October four 
new associations have been formed, three 
of them in New England. President John- 
son has aimed to bring New England into 
line for asolid delegation at the next annual 
convention. Every state in this section 
now has an organization with the exception 
of Vermont, which promises to organize at 
anearlydate. Rhode Island has formed an 
association during the current month. 
There are now eight associations in New 
England. The annual meeting of the 
Western Massachusetts Association at 
Springfield, February 7, was attended by 
officials of the national and a number of 
the local associations. The influence of the 
agency movement received a decided stim- 
ulus at this meeting, and the outlook for 
the future is more promising. The present 
administration of the national association 


More Local Associa- 
tions Organized. 
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is carefully nursing the revival in interest 
experienced under the preceding adminis- 


tration, and there is a noticeable strength- 
ening all along the line. 


FIRE INSURANCE 


The circumstances leading to President 
Irvin’s communication to the members of 
the National Board, 
asking for author- 
ity to appoint a 
special committee of twenty-five, were out- 
lined in the last number of this magazine. 
Replies from a large majority of the com- 
panies, both union and non-union, were 
promptly sent in, the tenor of which indi- 
cated a wide-spread desire forthe appoint- 
ment of such a committee. Many interest- 
ing and important suggestions were made. 
President Irvin very soon made up his com- 
mittee, and, after submitting the names toa 
number of leading underwriters for their 
advice and approval, gave the list to the 
press for publication. The committee was 
constituted as follows: 

John H. Washburn, Home; Robert B. 
Beath, United Firemen’s; Charles Platt, 
Insurance Company of North America; 
William B. Clark, Atna; A. H. Sawyer, 
Agricultural; J. J. Kenny, Western of To- 
ronto; R. J. Smith, Traders of Chicago; 
Henry W. Eaton, Liverpool & London & 
Globe; A. W. Damon, Springfield Fire & 
Marine; J. B. Branch, Providence Wash- 
ington; Hugo Schumann, Germania: H.H. 


The Special Commit- 
tee of Twenty-Five. 


Hall, Union of London; Frank Lock, Atlas; 


E. F. Beddall, the Royal; Robert Dixon, 
Royal Exchange; George L. Chase, Hart- 
ford Fire ; George T. Cram, American Cen- 
tral; Marshall S. Driggs, Williamsburgh 
City; D. W. C. Skilton, Phoenix of Hart- 
ford; W. L. Jones, Milwaukee Mechanics’; 
J. L. Cunningham, Glen Falls ; William N. 
Kremer, German American ; C. H. Bigelow, 
St. Paul Fire & Marine; U. C. Crosby, New 
Hampshire Fire; P. E. Rasor, Magdeburg. 

Of the companies represented on the 
committee, six are not members of the 
Western Union. Fourteen aré not repre- 
sented in the Eastern Union. 


The majority of the committee is there- 
fore comprised of non-union, or open-com- 
mission, companies. This fact has led to 
the supposition by some that the commit- 
tee was made up solely for the purpose of 
effecting an advance in rates. It is under- 


stood, however, that the complexion of the 
committee was carefully considered, in its 
bearing upon the commission as well as the 
rate question, and that the preponderance 
of non-union appointees has the endorse- 
ment of union managers. In short, it was 
the desire of the union companies to place 
themselves in conference with a large num- 
ber of leading non-union companies, for the 
purpose of discussing all phases of the situ- 
ation, and reaching, if possible, not only an 
agreement in regard to rates, but some set- 
tlement of existing commission differences. 
This was the purpose for which the com- 
mittee was appointed. Its scope includes 
both rates and commissions, and it is ex- 
pected to formulate a report covering both 
questions. 

The committee met in New York January 
30 and organized by electing Mr. John H. 
Washburn as chairman. The committee 
wasenlarged totwenty-seven by the appoint- 
ment of Charles Janvrin of the Sun of New 
Orleans, and R. B. Fuller of the Boston. 
President Irvin of the National Board was 
made a member of the committee in place of 
President Schumann of the Germania, who 
resigned. At the request of Mr. Clark, Vice- 
President Weeks of the Etna has taken his 
place onthe committee. It wasdecided not 
to communicate the proceedings of the 
committee tothe press. The subjects which 
the committee will consider during the 
next three months are rates, anti-compact 
laws, commissions, multiple agents and 
overhead writing. Sub-committees have 
been appointed. 


Asa result of the disastrous experience 
of fire insurance companies during 1899, an 
The Qeetica unanimous opinion pre- 
ei Gems. vails among company man- 

: agersin favor of an advance 
in tariff rates. A critical examination of 
the returns of all classes of companies 
shows that very few have made profits 
upon underwriting, and that many of the 
large companies have lost heavily. It was 
expected that the action taken in New York 
city with the opening of the new year 
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would stimulate similar action in Philadel- 
phia and Chicago where largely increased 
losses had been met with in 1899. A pro- 
position fora flat increase introduced in the 
Chicago board was defeated by the broker- 
age interests, and the same cause seemed 
to delay action for a time in Philadelphia. 
Chicago subsequently adopted a com- 
promise advanced tariff under pressure 
from company managers, and upon Febru- 
ary 2, the executive committee of the Phila- 
delphia board, promulgated advanced tariffs 
upon its own authority. The main change 
is an advance of twenty percent on general 
mercantile and manufacturing risks. Par- 
ticular interest centres in this action, inas- 
much as it is taken without the customary 
vote of the members of the board; but 
owing to the exceptional circumstances 
the committee’s action was subsequently 
endorsed at a full meeting of the board. 

The rate question in large cities where 
commissions are not an issue, is thus partly 
disposed of. Concerning rates at large it is 
understood that the committee of twenty-five 
will be asked to consider this proposition : 
That when any further advances are made 
they be in eastern states rather than in 
western and southern states. 


¥ 


The basis upon which the proposition is 
made is a compilation published in the 
Ditas in Weekly omggiaeneay. showing 
i ae the average rates obtained in 
, the several United States for 
the nineteen years from 1880 to 1898 inclu- 
sive. These are the results deduced : 


AGGREGATE BUSINESS IN 19 YEARS. 





Losses 
Risks. Premiums. Paid. 

es cccrateees $1,210,663,423 $6,954,453 $2,814,117 
et. Wid satndecess 60,803,505,959 371,240,525 215,306,101 
Dbindtawesiasces 4,038,537,030 28,924,964 16,614,828 
ish nseccnves 332,149,669 2,568 006 1,635,152 
W.. Jococviescccces 6,954,036,463 56,104,762 26,988,525 
CB bc ccasaens 3,688,166,746 35,305,701 16,508,955 
= SPN 1,505,616, 167 14,946,170 7,532,709 
eee 12,181,461,149 123,379,464 73,125,240 
In 8 States..... $90,714,136,606 $639,424,045 $360,525,627 
In Other States 108,229,228,553 1,424,968,420 782,074,851 
Beh Bs Bee vcvsons 198,943,365,159 2,064,392,465 1,142,600,478 


Average Rate Premiums to Risks—In eight 
States, 0.70; in all other States, 1.32; in United 
States, 1.04. 

Average Rate Losses Paid to Premiums Re- 
ceived — In eight States, 56.4; in all other States, 
54-9, in United States, 55.3 

The comparison of loss ratios shows that 
the premium charges in the eight low 


rated States selected, have been relatively 
somewhat lower than in other States, and 
that some slight advance might be justified. 
These eight States, in which nearly fifty per 
cent of the total risks are written, produce 
less than one-third of the premium receipts. 

The suggestion that rates in Eastern 
States be advanced, is perhaps prompted in 
part by the fact that restrictive laws do 
not exist in those States ; but it is quite pos- 
sible that if general advances are made in 
these and not in other States, such restric- 
tive laws will be passed. During 1899, 
outside of large cities, the general loss ex- 
perience in the East has been considerably 
more favorable than in either the West 
or South. 

Inasmuch as the companies are debarred 
from advancing rates in many western and 
southern States by concerted action, the 
committee of twenty-five will be confronted 
by a knotty problem. It will have to con- 
sider what course in the premises it is 
best to pursue. Two propositions present 
themselves: A repeal of anti-compact 
laws, or the passage of modified substitute 
measures. 


os 


The advisability of meeting anti-com- 
pact legislation by offering substitute 
measures, has been 
quite extensively dis- 
cussed among company 
officials and local agents. The subject has 
been brought quite prominently to public 
attention by the preparation of a so-called 
‘* model ”’ anti-compact law by Mr. Henry 
Evans, in conjunction with Mr. E. F. 
Beddall. This bill prohibits insurance 
companies, either State or other State, 
from agreeing upon rates, which shall be 
‘*fixed and determined only by citizens of 
the State engaged in the business of fire 
insurance.’’ It permits three-fourths of the 
local agents in a given locality to organize 
boards for this purpose. Further pro- 
vision is made for the organization of a 
** State Board of Fire Insurance Assessors,’’ 
comprised of local agents and the State 
insurance commissioner. This board may 
adopt rules and by-laws for its govern- 
ment, and is directed to prepare a classifi- 
cation of all towns and villages in the 
State according to construction and pro- 
tection, and to agree upon a ‘‘ key or 
basis’’ rate for each town or village, with 


Proposed Substi- 
tute Measure. 
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charges or defects. These classifications 
and schedules shall not be adopted until 
approved by the insurance commissioner, 
and the rates established thereunder by 
local boards shall not be effective until 
adopted by three-fourths of the members. 
The property owner is not obliged to pay, 
nor the company to accept the rates thus 
established. 

The practical effect of this bill will be to 
authorize the fixing of rates by a State 
board, comprised of State or special agents 
employed by the companies, the local 
agent’s voice in the matter being of a neg- 
ative character, residing mainly in his 
vested power to reject established rates. 
The main departure from existing methods 
of rating, is the oversight exercised by the 
insurance commissioner —a radical depar- 
ture, to be sure, and one which will cause 
the chief objection to the measure. 

The proposed bill was submitted to a 
number of prominent underwriters for 
criticism. As it stands, it is practically 
the joint production of Mr. Evans and 
Mr. Beddall. An unsuccessful attempt was 
made to interest the National Association 
of Local Fire Insurance Agents in the 
matter, to the extent of having the bill 
circulated under itsauspices. The officials 
of the association did not desire, however, 
to endorse the proposed legislation at 
this time. 


¥ 


In circulating the bill Mr. Evans states 
that it is not proposed to push this meas- 


Px: £ ure in the interests of the 
u:pose of the ; 
Model ” Bi company which he repre- 
; sents, notwithstanding 
the fact that it will, if passed, establish the 
system of decentralized rate-making, and 
the application of key-rates and schedules, 
for which that company has long con- 
tended. He believes it would be an excel- 
lent plan for fire insurance companies, 
as a whole, to advocate this bill as the 
most effective protection against restric- 
tive legislation, particularly in States 
where new anti-compact bills are intro- 
duced. He considers this the only way in 
which the problem can be successfully met, 
and points out that it is the method pur- 
sued by other corporate interests in defend- 
ing themselves against adverse legislation. 
Mr. Evans contends that the theoretical 
rights of the companies as private corpor- 


ations toagree upon rates cannot be consid- 
ered, in the light of the practical political 
conditions which confront the, fire insur- 
ance business today. According to his view 
of the outlook, anti-compact laws are 
bound to be enacted in a number of addi- 
tional States in response to the demands of 
the constituency of the members of the 
legislatures ; and if insurance companies 
desire to escape the drastic effects of such 
laws, they can only do so by placing in the 
hands of legislative committees a bill which 
will satisfy the clamors of that constitu- 
ency, and at the same time will not seri- 
ously interfere with joint rate-making. 


¥ 


The proposed substitute measure does 
not at present receive the endorsement of 
Not Generally the majority of company 
Safco’, managers. They object to 

the bill because they are 
not yet convinced that it is a wise policy 
for the companies to attempt to cure the 
evils of anti-compact legislation by such 
an antidote. They question whether the 
substitute would not be worse in its final 
effects than the most drastic anti-compact 
law, and furthermore, many of them are 
not prepared to admit that relief is so 
essential to individual prosperity as to war- 
rant such a hazardous attempt to tamper 
with legislation and legislators. They also 
object to any plan which promotes decen- 
tralization to such an extent as to remove 
from the companies the right to determine 
what it costs to insure a risk, and what rate 
it should receive therefor; and particularly 
are they opposed to any measure which will 
recognize the right of the State, through 
its insurance commissioner, to pass upon 
the adequacy or inadequacy of rates. Such 
recognition would, in their estimation, only 
encourage additional State supervision of 
a very undesirable character. 


¥ 


Looking at the proposed legislation from 
a broad point of view, we believe that there 


Objections ‘te are several serious 


objections to the plan 
Proposed Measure. outlined. The billis,in 


our opinion, a deceptive one from the stand- 
point of the general public and would be 
corrupting in its influence upon state legis- 
lators. For this reason we believe it would 
be most unwise for either agents or com- 
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panies to endorse it, unless perhaps absolute 
self-preservation demanded it, a most 
remote contingency. Wedo not question 
the sincerity of those who drafted and put 
forth this measure with their approval, but 
the distress of the fire insurance companies 
under anti-compact legislation does not 
seem to be serious enough to warrant a plan 
of campaign which is certain in time to 
react uponits promoters. Notwithstanding 
restrictive legislation, the rates obtained in 
anti-compact states have been as good as in 
states which have no such laws; in some 
respects they have been better. Contrary 
to expectations anti-compact laws have 
neither promoted competition nor reduced 
rates. Their tendency as a whole has been 
to restrict competition and increase rates. 
Existing political conditions are indeed 
serious, and threaten constantly the peace 
and welfare of fire insurance companies and 
their agents, but these conditions are, 
nevertheless, practically powerless when 
they come in contact with natural law in 
the commercial world. The State has never 
yet been able by the edict of its legislators 
to check or destroy natural tendencies; at 
best it has merely modified them tempo- 
rarily or compelled them to operate through 
different channels. Elsewhere in this 
number is presented a special article show- 
ing the course of rates in anti-compact 
states as compared with other states, and 
outlining the practical effects of restrictive 
legislation upon the cost of insurance to 
propertyowners. The facts and conclusions 
presented are worth the profound study of 
local agents in all parts of the country, and 
of company officials as well, because they 
bear so pertinently upon one of the great, 
live underwriting problems of the day. 


¥ 


While a practically unanimous opinion 
prevails among the companies in favor of 
on increased rates, the 
Pisliten unsettled condition of 

, the commission ques- 
tion in the territory controlled by the 
Western Union and the Eastern Union, has 
resulted in the development of a strong 
and definite body of opinion among promi- 
nent companies, in opposition to any 
advance in rates outside of large cities, 
unless there is at the same time an adjust- 
ment of the commission question. The 
indications are that both Western and East- 
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ern underwriters who believe in the main- 
tenance of uniform rates and commissions, 
are convinced that they have for some time 
been playing into the hands of outside 
competitors. They hold that the gradual 
and constantly increasing encroachments 
of the non-union companies cannot well be 
ignored, and that if rates are to be main- 
tained in the future it will be absolutely 
necessary to devise some effective protection 
against the open commission company. 

Whether or not the non-union companies 
will meet their union competitors half way 
in this proposition remains to be seen. 
Propositions of this character made by 
union companies in the past have not been 
very effective. The union companies have 
not made any pronounced practical attempt 
to enforce the theory that if there is no 
co-operation upon commissions there shall 
be no co-operation upon rates. The non- 
union companies have thus been taught 
that notwithstanding argument, the union 
companies will continue to uphold rates. 
Possibly the union companies have now 
been pushed so far by outside competition 
that they will agree upon a fixed policy in 
regard to rates, which will in time force the 
non-union companies to co-operate with 
them upon commissions. Representatives 
of strong union companies say that the 
issue will now be forced squarely upon 
non-union companies. Union managers 
state that they are prepared to pursue the 
policy outlined long enough to convince 
the non-union companies that they are in 
earnest. 


¥ 


There is some evidence that this determi- 
nation on the part of union companies has 
borne fruit and has 
brought into being 
negotiations between 
prominent union and non-union interests 
which may result in compromise of a far- 
reaching character. It is hardly safe to 
predict, even under the present extreme 
circumstances, that complete co-operation 
upon the question of commissions can be 
secured between union and non-union 
interests; and yet there is undoubtedly a 
much more conciliatory feeling among 
non-union companies. Whether this is the 
outcome of graded commissions and sepa- 
ration in the West and the possibility that 
the Eastern Union may dissolve, cannot be 
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Companies. 
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said; but the underwriting losses of the 
past year have had a very strong influence 
in mollifying the belligerence of the con- 
testants. It would not be possible, how- 
ever, to secure co-operation upon com mis- 
sions on the part of prominent non-union 
interests, unless union companies were at 
the same time disposed to make some 
concessions in other directions, particularly 
in the methods of rating and the forms of 
schedules which are in general use. The 
centralized methods of controlling rates 
which prevail in the West particularly, 
and the more or less arbitrary schedules 
adopted, have something to do with the 
antagonism prevailing between union and 
non-union companies. It is quite possible 
that if a decentralized system of rating, in 
which the company, the special agents and 
the local agents had an equal share (as they 
do in the New England states) could be 
adopted for the West, the co-operation of 
non-union companies upon a uniform 
system of paying contingent or graded 
commissions could be secured. Both con- 
tingent and graded commissions have been 
extensively discussed during the past few 
mouths. There exists quite an extended 
opinion among agents and company officials 
in favor of both of these forms of compen- 
sation. Some underwriters go so far as to 
predict that the day of the flat fifteen per 
cent commission is past, and that in the 
future either contingent commissions will 
prevail or graded commissions of ten, fifteen 
and twenty per cent. 

Another problem which is engaging the 
attention of underwriters inthis connection, 
is that of a general classification between 
the companies. It is claimed that the 
present unscientific system of rating 
encourages the competition of non-union 
companies because it inevitably creates 
some classes of hazards in which the rates 
are abhormally high and others in which 
they are much too low. It is believed that 
by a general classification on the part of all 
companies, a practical system of rating, 
loaded to produce a profit of between five 
and seven per cent, could be devised, and 
that tariffs made upon this basis would 
virtually preclude rate-cutting or the pay- 
ment of excess commissions. 


¥ 


The executive committee of the National 
Association of Local Fire Insurance Agents 


has for some time been 
considering the matter 
of multiple agencies, 
particularly as to the best way in which the 
recent action of the association can be pre- 
sented to the companies for their co-opera- 
tion. The resolution adopted last August 
recommended the limitation of agents to 
one toany territory containing a population 
of 100,000 or less. The executive committee 
was asked to present this request and was 
in addition given full power to effect any 
modifications which might be deemed 
advisable as the result of such a conference. 

Since the meeting of the national associa- 
tion the matter of multiple agencies has 
been taken up in various localities with 
more or less success. In Minneapolis very 
substantial results have been obtained by 
the local agents. In that city there are 
now 149 companies, of which ninety have 
placed themselves upon the single agency 
basis. It is stated that since January first 
thirty-one companies have gone to this 
basis, and that this required the discontinu- 
ance of seventy-four agencies. In Louis- 
ville the multiple agency question has been 
actively agitated. As a result the local 
board of that city has taken a very advanced 
position on the matter by adopting unani- 
mously the following vote: ‘‘ No member 
of this board shall hereafter accept the 
agency of a company that already has a 
representative in this city.’? This vote is 
so recent that the effect of the new obliga- 
tion cannot as yet be ascertained. 

In view of the interest taken in the prob- 
lem by the local associations, the opinion 
has prevailed that possibly the executive 
committee of the national association had 
decided that this question could be settled 
most effectively by leaving it in the hands 
of the state associations for adjustment 
according to local needs. It appears, how- 
ever, that the committee is now giving the 
matter its careful attention and hopes to 
secure a conference with the companies at 
an early date. 


Multiple Agencies 
to the Front. 


¥ 


In this connection it is learned that there 
exists quite a strong sentiment among the 
Cations members of the manager’s 
Proposed. committee of twenty-seven 

in favor of inviting the 
executive committee of the national associ- 
ation to a conference at which the question 
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of both multiple agencies and overhead 
writing can be discussed. It is certain that 
the officials of the agency association would 
welcome such a conference. A meeting 
between the committee of twenty-seven and 
the officials of the agency association would 
be very desirable at this time from every 
point of view. It would tend to advance 
the interests of both agents and companies. 
It would afford the agents a most favorable 
opportunity to bring their grievances tothe 
attention of the company managers and to 
secure the endorsement of a body of men 
well qualified to represent the various 
classes of companies. Thespecial commit- 
tee, on the other hand, in whatever it 
undertakes to do in the matter of rates, 
commissions, legislation, etc., will need 
more than anything else the co-operation 
of the local agent. While it is true that 
upon these questions the interests of the 
agents and the companies are mutual, and 
it might be held that the agent should lend 
his support aside from all other considera- 
tions, yet it is nevertheless a fact that the 
agent does not always see the matter in this 
light, or at least he does not see so clearly 
the necessity for helping along a movement 
in which he is not directly affected ; but if, 
while these other questions are being 
settled, the agents could be made to feel 
that the problems in which they are so 
vitally interested are being considered at 
the same time, the incentive to join hands 
with the companies in all of the plans 
which they may formulate for meeting 
current conditions, would be very strong. 
It seems that a mistake will be made by the 
committee of twenty-seven if it allows this 
opportunity to slip by without doing some- 
thing to harmonize the interests of the 
companies and the agents. 


5 


The agency movement is progressing, 
particularly in New England. A prelimi- 
nary meeting of 
Massachusetts 
agents was held last 
month, at which a decided opinion favor- 
ing an organization in that state was 
developed. Since then an active canvass 
has been made among Massachusetts’ agents 
and there appears to be a very widespread 
interest inthe movement. The committee 
having the matter in charge feels justified 
in calling a meeting to be held at Boston 


Progress of the 
Agency Movement.. 
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March 10, to effect permanent organization. 
The probability is that the Massachusetts 
association, when organized, will be a 
strong and thoroughly progressive one, and 
will become influential in the councils of 
the national association. The Connecticut 
association, recently organized, is in a very 
flourishing condition and promises to be 
one of the most successful in the country. 
The Maine association continues to interest 
the agents in that state, although it has 
not been successful in inducing the New 
England Insurance Exchange to equalize 
rates between the different counties. The 
matter, however, will not be dropped, and 
it is hoped that by continued agitation the 
exchange may be induced to consider it 
more favorably. There seems to be no 
reason why rates should not be equalized 
between the counties, particularly where 
the present inequalities grew out of the 
recent reductions made in connection with 
state legislation. 

General attention has been directed to the 
Ohio agency association through the intro- 
duction of a bill in the state legislature, 
providing for an increase in the license fee 
of local agents. This bill is a very elabo- 
rate attempt, not only to increase the license 
fee, but to provide a state board of exam- 
iners who shall issue qualifying certificates 
to local agents before they are permitted to 
engage in the business of fire insurance. 
The board of examiners is to be comprised 
of fire insurance agents appointed by the 
Governor. Before an agent can be licensed 
the examining board must be satisfied that 
he is possessed of sufficient practical expe- 
rience and is otherwise qualified to act as 
an insurance agent. The board is given 
the power to refuse a license to any one 
guilty of ‘‘felony or gross immorality, or 
who may be addicted to the use of liquor or 
drug habit to such a degree as to render 
him unfit to engage in the business of fire 
insurance as such agent, or other act of 
sufficient cause.’’ The proposed fee for 
examination is $5 and the annual cost of a 
license is $25. 

The bill is a very advanced one, but it is 
understood it has the approval of the Ohio 
Association of Local Agents. Since its 
introduction, however, a strong sentiment 
among the members of this association has 
developed against some of the extreme 
features of the proposed measure. The 
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increased license fee, which will tend to 
improve the character of the men and to 
eliminate an undesirable element from the 
business, is favored, but the objection seems 
to be to the elaborate system of making 
examinations and the large power which 
will be placed in the hands of the board of 
examiners. 

The progress of agency associations in 
western states where anti-compact laws 
exist, has been retarded somewhat by the 
fear that these organizations might be 
attacked under the anti-trust laws. In 
some states the agents have been instructed 
by their companies not to join any organi- 
zation. The state officials, were they so 
minded, might make it very disagreeable 
for the agency associations; but it ishardly 
possible that the fear which is entertained 
will permanently affect the development of 
the agency movement in these states- 
Organization and co-operation between the 
agents is perfectly right and natural from 
every point of view. It seems to us that 
the fear of interference is exaggerated, 
because the state authorities would hesitate 
to annoy a body of men who might, if they 
chose, seriously affect the political situa- 
tion. 


- 


Although there are not many state legis- 
latures in session this year, it is evident 
State that some effort will be made 
Interf to pass restrictive legislation 
nteflerence. é : ‘ 

against insurancecompanies. 
In Kentucky a so-called anti-commerce 
bill has been introduced. It is intended to 
prevent all kinds of combinations for the 
regulation of prices, including fire insur- 
ance rating associations. Corporations 
combining for this purpose.shall be deemed 
guilty of conspiracy todefraud. The billis 
a drastic one in every respect, but according 
to The Insurance Field the disturbed state of 
Kentucky politics, attendant upon the con- 
test over the governorship, will probably 
prevent any anti-insurance legislation at 
this session. 

In Ohio a bill has been introduced to 
amend the anti-compact law, forbidding 
combination upon commissions as well as 
rates. Itis understood that this bill has 
been introduced at the instance of non- 
union companies, and is backed also by 
some of the local agents. It appears, how- 
ever, to be against the interests of local 
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agentsto permit anysuch amendment to be 
passed, for if it is, the scope of the anti-trust 
law is likely to be amended to prohibit the 
organization or combination of local agents 
to restrict the number of agencies which a 
company may appoint, or to interfere with 
the right of property owners to place their 
insurance wherever they may choose. 


One of the county grand juries in Missis- 
sippi has indicted the companies composing 
the Southeastern Tariff Association for 
violation of the anti-trust law. As stated 
last month, a general suit against the com- 
panies has been entered by the state autho- 
rities and this case is now pending in the 
courts, to be heard in July. In the mean 
time it is understood thata concerted effort 
is being made in the South to secure a 
repeal or modification of the anti-compact 
laws of Mississippi, Virginia and South 
Carolina. It is believed that in all three 
states there is a reasonable chance of 
success, particularly in Virginia, where the 
sentiment of property owners has met with 
a decided modification since the passage of 
this law two years ago. Contrary toexpec- 
tations, competition among the companies 
has not been enforced, nor have rates been 
reduced, although there has been a general 
reduction in rates throughout the United 
States. Upon the passage of the law the 
companies instructed their agents to obtain 
rates in force prior to the enactment, and 
being debarred from entering into any form 
of agreement, have been unable to reduce 
the rates where there has been an improve- 
ment in the hazard. Many property 
owners, recognizing this state of affairs, are 
decidedly in favor of a repeal of the law, 
and it is probable that the insurance inter- 
ests in that state will take advantage of this 
sentiment and endeavor to present a strong 
case before the insurance committee of the 
legislature. 

One of the most interesting court decisions 
of the past month has been that of Judge 
Kohlsaat of the United States circuit court 
at Chicago. He has declared the anti-trust 
law of Illinois void on the ground that it 
contravenes the constitution of the United 
States‘ and also of Illinois. The law in 
question does not apply to agricultural 
products or live stock, and the court holds 
that it is both class and special legislation. 
It is an interesting fact that in the present 
clamor about trusts and combinations, each 
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interest is anxious to prevent combination 
in every other line of business except its 
own, for which itdesiresexemption. There 
is practically no business today, including 
farming, in which business agreements are 
not entered into. Restrictive legislation, 
to be constitutional, must apply toall with- 
out any exemption, and this fact is likely 
to lead to a very radical change of senti- 
ment in regard to the matter of anti-com- 
bination legislation. 

The indications are that Congress, during 
its current session, will take up the trust 
question in some practical form and 
endeavor to enact legislation upon the 
lines suggested by President McKinley in 
his recent address. A bill has been intro- 
duced providing for a national corporation 
law. Possibly some effort may be made to 
include insurance companies in this bill. 
A great many underwriters are of the 
opinion that if insurance companies could 
incorporate under a national law, just as 
banks do at present, the difficulties now 
met with in connection with state supervi- 
sion would be largely obviated. 


¥ 


An interesting correspondence has 
recently taken place between President 
James of the North- 
western National and 
President Irvin of the 
National Board of Fire Underwriters. In 
his reply to Mr. Irvin’s circular concerning 
the appointment of the committee of 
twenty-five, Mr. James charged that the 
Western Union was dominated by the 
foreign companies, between whom and the 
American companies there was an irrepress- 
ible conflict. He claimed that foreign 
companies had many advantages in compe- 
tition with the American companies, 
principally in taxation, and that the suc- 
cess of foreign companies in America was 
due largely to their association with large 
American companies which has enabled 
them to apply aggressive measures tocrush 
small American corporations. Mr. James 
predicted that the time would come, sooner 
or later, when an alliance would be effected 
between the better class of American com- 
panies to meet this competition, and that 
there was no hope of harmony until then. 
He pointed out that the foreign companies 
are increasing while the American com- 
panies are going out of business. 


Foreign Companies 
in America. 


In reply to Mr. James, President Irvin 
stated that as a matter of fact the foreign 
companies do not have any advantage in 
taxation in America. In proof thereof he 
stated that foreign companies domiciled in 
New York state pay a tax of 2.98 per cent 
on premium income, while New York state 
companies pay 2.92 percent. The rate of 
taxation paid by the Northwestern in 1898 
was but 2.55 per cent. Mr. Irvin says: 
‘A careful analysis of the entire business 
will show, I am convinced, that foreign 
companies have uo advantage over Ameri- 
can companies in taxes on premiums.’’ In 
reply to the charge that foreign companies 
dominated the Western Union, Mr. Irvin 
said that the foreign companies as a class 
were not responsible for the action taken at 
Niagara; that they have never dominated 
the Western Union and never can do so. It 
is a fact that the graded commission sepa- 
ration rule was suggested by the manager of 
an American company, and upon final vote 
the only voice against the proposed measure 
was that of the manager of a foreign com- 
pany. 

Mr. James declined to reply to President 
Irvin’s letter, and his attitude has given 
the general impression that there is nothing 
more to be said on the question from his 
side of the controversy. 


¥ 


The discussion and controversy surround- 
ing the progress of the graded commission 
separation movement 
in the West has sub- 
sided somewhat. No 
further attempt on the part of the states has 
been made to interfere with the Western 
Union’s new rule. Several local rate wars 
have been inaugurated, in each case by the 
Northwestern as a measure of retaliation, 
where it has been forced to retire from 
Union agencies, notably in Winona and 
Manitowoc, Wis. The mediation of both the 
state and national associations was sought 
for the purpose of stopping these local wars. 
The company, however, declined to recog- 
nize the interest of the local agents in the 
matter and insisted that pressure be brought 
upon the Western Union to rescind its com- 
mission rule. The representatives of the 
agency associations do not, however, con- 
sider it within their province to interfere in 
the matter of commissions, but do feel that 


Progress of Separa- 
tion in the West. 
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they have a right to protest against rate 
cutting which injures innocent parties. 
The position assumed by the Northwest- 
ern, — in striking contrast with that of the 
Continental which yielded to the demands 
of the agency associations, — has unques- 
tionably tended to place that company in 
an unfavorable light before the local agents. 
There is a growing feeling among agents 
that the time has come for a more close and 
friendly co-operation between companies of 
all classes, because they recognize that the 
wider the differences and the more acrimo- 
nious the controversies, the more the inter- 
ests of the local agent will suffer in the 
contest between these contending factions. 


¥ 


The graded commission separation rule 
has now been in force for five months. Its 
success can only be 
judged by the trend of 
current events. The 
National Assurance Company has applied 
for admission tothe Western Union. This 
is undoubtedly an important acquisition. 
The Western Underwriter of recent date 
makes the following statement : 

‘* After a careful canvass among western 
managers it can conservatively be estimated 
that sixty per cent of the agents in the mid- 
dle West are now on strictly a union basis. 
When the separation movement was en- 
acted, many offices were already cleared for 
the new compensation arrangements. Then 
a large number of small agencies having 
one or two or three non-union companies 
resigned them. Now the leaven is working 
among the larger mixed agencies. In some 
states a number of agents have resigned 
union companies to go on a non-union basis. 
The non-union companies claim they huve 
been benefited by the new arrangement. 
Neither side has a walkover in the fight, 
but separation from now on will bea grad- 
ual process. Itisjust now at acritical point, 
and any rash action on the part of union 
companies will militate extensively against 
te 

The ‘‘rash action’’ referred to is prob- 
ably the disposition shown by some com- 
panies to depart from the optional character 
of the Union rule and force a choice upon 
the agent between union and non-union 
companies. An incident of this character 
is said to have occurred at Youngstown, O., 
and has been the subject of some contro- 


Attempt to Force 
the Agents. 
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versy in the public prints. A prominent 
local agent in this town representing some 
thirty union and four non-union companies, 
claimed that five of the largest union com- 
panies in the agency threatened to with- 
draw if the non-union companies were not 
resigned. The Home of New York, over 
the signature of its vice-president, Mr. John 
H. Washburn, made a public protest against 
such a course on the part of its associate 
Union companies, stating that nothing was 
more likely to ‘‘ provoke hostile action on 
the part of legislators or commissioners, 
nor more likely to break up the Union.”’ 
The Union companies under fire have since 
publicly stated that there was no concert of 
action, and that each acted in the matter 
individually, believing that it was for their 
best interests to retire from the agency, in 
which some desirable business had been 
lost, and where the Union companies had 
been informed by the agents that they in- 
tended to divert business to the companies 
paying the most commission. 


¥ 


Aftera long and exciting political contro- 
versy Governor Roosevelt of New York 


Baw Yoh's Mew state has succeed- 


. 1i i h 
Insurance Superintendent. “© '™ °°°Ut — 
confirmation of a 


successor to Insurance Superintendent Louis 
F. Payn. The new incumbent is Francis 
Hendricks, a well known and highly 
esteemed business man, who has also had a 
varied experience in the political field. 
He is not, however, an expert in insurance. 
Governor Roosevelt’s appointment of Mr. 
Payn’s successor is a distinct victory for 
cleaner politics. Mr. Payn was a candidate 
of the Republican machine, and, placing 
reliance upon its support, he defied the 
Governor to remove him from office. Inthe 
face of Mr. Roosevelt’s uncompromising 
attitude the machine wascompelled todesert 
Mr. Payn and agree to the confirmation of 
Mr. Hendricks. 

When appointed insurance commissioner 
Mr. Payn was bitterly assailed in the daily 
press because of his record as a profes- 
sional lobbyist. His induction into office 
was watched by insurance companies with 
fear and trembling. During his incum- 


bency there were rumors of dark doings, 
but while he remained in power there was 
no disposition on the part of insurance 
interests to criticise or condemn. 


His pub- 
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lic acts appear, in the main, to be beyond 
objection. While his fight with Governor 
Roosevelt was in progress a petition recom- 
mending the reappointment of Mr. Payn 
was circulated among insurance companies, 
and was signed by all, practically. 

This system of obtaining endorsements, 
however, should not be regarded too seri- 
ously. The insurance companies are not 
entirely free agents in the matter, and the 
attachment of a signature is not always the 
expression of the actual desire. From one 
point of view the unanimous endorsement 
of Mr. Payn by the insurance companies 
might be considered a sufficient reason for 
achange. At any rate, we feel certain that 
insurance companies desiring an adminis- 
tration of the New York insurance de- 
partment upon the best possible plane will 
secretly, if not openly, rejoice that the issue 
has resulted in a triumph for Governor 
Roosevelt. 

¥ 

Two New England fire underwriters 

have been honored by promotion during 


New England Under- the pest month, Mr. 


: U. C. Crosby and 
wien Timeee. §=— a, BR. Silliman. 


The former has been elected president of 
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the New Hampshire Fire Insurance Com- 
pany, succeeding the late John C. French, 
while the latter has been made secretary of 
the National Fire Insurance Company of 
Hartford, succeeding Mr. E. G. Richards, 
who has removed to New York to become 
United States manager of the North British 
& Mercantile. 


Mr. Crosby has been identified with the 
business of fire underwriting since 1866. 
Of recent years he has been prominently 
identified with every movement of impor- 
tance in this section, and it is commonly 
said that his services in behalf of the busi- 
ness at large are beyond calculation. His 
labors in promoting improved risks have 
been pronounced. Mr. Stillman has been 
connected with insurance since 1872, and 
has served in several important positions. 
Like Mr. Crosby he has been identified 
with progressive movements in New Eng- 
land. He has been assistant secretary of 
the National for the pasteight years. Both 
Mr. Crosby and Mr. Stillman have served 
as president of the New England Insurance 
Exchange, the former for three terms. It 
is interesting to note that five of the past 
presidents of the exchange now occupy im- 
portant official or managerial positions. 





STATE DEPARTMENTS ON FIRE INSURANCE. 


The New York and Connecticut insurance 
departments promptly issued their reports 
upon fire insurance this year at about the 
same date. Both departments hold high 
rank, and their reports are always looked 
forward to with particular interest, as they 
contain tabulations of more than usual 
interest to those engaged in fire underwrit- 
ing. 

The report of the New York department 
shows that in 1899, 164 stock fire insurance 
companies were licensed against 162 in 1898. 
In this connection it is interesting toobserve 
that there is one less New York company, 
two less companies of other states and five 
more foreign companies. The New York 
companies have increased their risks in 
force over $400,000,000; the other state 
companies over $400,000,000, and the foreign 
companies nearly $600,000,000. The follow- 
ing comparative figures of stock fire insur- 
ance companies are particularly interesting: 


1899. 
$304,914,140 
103,513,027 
146,644,663 
150,662,824 


1898. 
$299,371,034 


Assets 


Total receipts 


Total disbursements... 131,558,044 


This shows $4,018,161 expenditures in 
excess of receipts in 1899. The experience 
of the companies in New York state was 
severe. The premium receipts during the 
year were $19,463,725 and the losses and 
expenditures equalled $24,533,847, an excess 
of $5,070,121. 

In discussing the fire insurance situation, 
Insurance Superintendent Payn says: 

“‘The statistics presented in this report 
indicate that the results of the fire insur- 
ance business for the year 1899 have been 
disastrous to the insurance companies as a 
body, and had it not been for the apprecia- 
tion in the market value of their securities 
since the date of my last report, the loss 
would have been still greater than the 
tables show. 

‘*In looking for the cause I found that the 
fire losses through the entire country in the 
companies reporting to this department 
have been increased during the year by no 
less a sum than $14,466,441.73. To this 
fact, however, these adverse results cannot 
be solely ascribed, for further examination 
shows that, comparing the business of 1896, 
1897, 1898 and 1899, the average rate of 
premium charged for each one hundred 


dollars of insurance by all companies 
reporting on their entire writings in the 
United States has materially decreased from 
year to year. It is apparent that not only 
have the losses largely increased in the 
aggregate, but that the rate of premium 
charged toinsurers during the period men- 
tioned has been reduced as well; thus, the 
candle has been burning at both ends. 
During the past four years many of the state 
legislatures have passed anti-compact laws 
which, as intended, have prevented com- 
panies from utilizing their combined expe- 
rience and judgment in determining the 
adequacy of rates of premiums for fire 
insurance and in enforcing rules and regu- 
lations designed for the purpose of prevent- 
ing fires. 

‘The continued and continuing assaults 
upon the insurance companies threaten 
serious impairment of their resources and 
their ultimate destruction unless this cru- 
sade is stopped. Upon this department 
there rests a responsibility, which justifies 
reference to this subject, in view of the fact 
that so large a proportion of the insurance 
capital engaged in the business throughout 
the United States is held in this state. 

‘In my opinion the creation and mainten- 
ance of boards of underwriters, organized 
for the purpose of preventing fires by the 
offering of reduced charges for improve- 
ments in the construction of buildings and 
the means adopted for the heating and 
lighting of them, as well as for the collect- 
ing of adequate rates of premiums, is not 
antagonistic to the interest of property 
owners, since the effect of enforcing the 
rules and regulations adopted by such 
boards must in the end be beneficial to the 
insured. It isa significant fact that the fire 
losses in the city of New York, within the 
limits of the old city, which for the calen 
dar year ending December 31, 1897, 
amounted to $3,010,804.03, and in 1898 to 
$4,147,639.59, during which periods a tariff 
of rates was in operation, accompanied 
with suggestions for decreasing rates for 
improvements in risks, under which, strict 
rules looking to the prevention of fire were 
enforced by the collective power of the 
companies, have more than doubled since 
the suspension of the tariff. For the twelve 
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months ending December 31 last, in this 
same district with a suspended tariff, the 
statistics of the fire patrol of the city of 
New York show losses of not less than 
$10,000,000. 

‘‘The safety of the insurance companies 
demands the charging of a rate of premium 
sufficient to meet losses; expenses of con- 
ducting the business economically, and a 
reasonable profit for the capital employed. 
In a business like fire insurance in which 
the cost price of a policy is not susceptible 
of demonstration under existing methods, 
the people are apt to believe that rates 
formed by combination are unnecessarily 
high and exacting. Legitimate and con- 
servative combination, when the interests 
of the insurer and insured are both served, 
should not be questioned.’’ 

Commissioner Schofield of Connecticut 
expresses his view of the situation as 
follows : — 

‘*The business of fire insurance during 
the year 1899 has not been attended with 
gratifying results, and is not calculated to 
inspire confidence in the methods and prac- 
tices which have been and are now being 
employed. While it is true that the ratio 
of total losses incurred to total risks writ- 
ten has been greater than that of former 
years, this does not alone account for the 
unprofitable showing on the part of many 
companies. The fact is that competition 
has been rampant, and its spirit has so per- 
vaded the business as to create demorali- 
zation in premium rates. Until some means 
are devised whereby companies will pro- 
vide for the establishment and mainte- 
nance of fair, just, and equitable rates, 
based upon the experience of the business 
for many years, and will discountenance 
the re-insuring of the risks of companies 
organized for speculative purposes and hav- 
ing but an ephemeral existence, the out- 
look for profit from fire insurance business 
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is far from encouraging. While compe- 
tition is, in a measure, a stimulus to this, 
as well as to all other kinds of business, 
and results to the public advantage, it can- 
not be truthfully claimed that this or any 
other business which, through competition, 
is conducted upon terms or by methods 
resulting in loss, will, in the long run, be 
of benefit, either to those interested in it 
or tothe public. In the present situation 
I know of no legislation that can be invoked 
to remedy the existing evil. It must be 
left to the managers of the companies to 
apply the needful remedy. In the mean- 
time, the insuring public should be fully 
appraised of the situation, and be cautioned 
against insuring in any company whose 
methods and practices are not in strict ac- 
cord with the best of business principles.’’ 
The Connecticut report embraces this 
year many new and important statistical] 
exhibits which, it is understood, have been 
prepared by the Department’s new Actu- 
ary, Mr. Charles A. Hawley, who deserves 
particular mention for his creditable work 
in this connection. In these exhibits it is 
shown that the average rate of premium 
charged by the 149 companies reporting to 
the Connecticut department, was 96 cents 
in 1899, against 97 cents in 1898. The rate 
of burning shown in 1899 was 49 cents for 
each $100 of insurance written, against 43 
cents in 1898. In 1899 the percentage of 
losses paid to net premiums received was 
67.27 percent, against 58.37 per cent in 
1898. The rate of commissions paid to 
premiums received was 19.38 per cent in 
1899, against 19.79 per cent in 1898. The 
percentage of net losses incurred in 1899 
was 70.63 per cent, against 60 per cent in 
1898, while the expenses incurred in 1899 
were 40.20 per cent, against 38.94 per cent 
in 1898. This shows an underwriting loss 
of 10.83 per cent in 1899 against an under- 
writing profit of 1.86 per cent in 1898. 





